ORIGINAL

COMMONWEALTH OF KENTUCKY
BEFORE THE PUBLIC SERVICE
COMMISSION
BIG SANDY RECC, CASE NO. 2010-00516
APRIL 25, 2011

RECEIVED

APR 2 9 2011

PUBLIC SERVICE
COMMISSION



COMMONWEALTH OF KENTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

in The Matter Of Case No. 2010-00516:

AFFIDAVIT
Brandon M. Wheeler, CPA, being duly sworn states that he is the person who prepared and
compiled Exhibit V through Z of Big Sandy RECC’s responses dated April 25, 2011 in Case No. 2010-
00516; that he has read the same and knows the contents thereof; that the matters stated therein are

true and correct to the best of his knowledge and belief.

Witness my sighature this 26th day of April, 2011. %‘%

BraVndon M. Wheeler, CPA

Subscribed and sworn to before me by Brandon M. Wheeler, CPA this 26™ day of April, 2011.

%z% o sl

t y ubhc State at Large

My commission expires: 7/02//,\7




BIG SANDY RECC
CASE NO. 2010-00516
April 25,2011

Responses 10 COMMISSION QUESTIONS ... .iuiieiecerireeree s et teresesaes e creses e beses e ssessssns e ses sassvseen
Big Sandy EStimated Property TaXeS. i sae e snssscssesss s ssbensssssesssssss ssessssss sinsns oin
Revised Balance Sheet 09/30/2010. ... eeeeeeeeeesvessresesses sssesseesssssessesasesensssesssessrssensesnesen
Revised Schedule of O/S Debt 09/30/2010.......uo et e eee s s essesseas s ees s ssesssssesnns

Financial Statements as 0f 037317201 ... uveeeereeeeeeeeeeeesea eeseeesaeesseesseeessesseeneseseesreaosnsssrens

....Exhibit V

....Exhibit W

....Exhibit X

....Exhibit Y

....Exhibit Z

The witness for all the above items is: Brandon M. Wheeler, CPA



7



EXHIBIT V

Big Sandy Rural Electric Cooperative Corporation
Responses to Commission Questions
April 25, 2011

1. Ina letter received by the Commission on March 22, 2011, it was stated that “the administrative
offices and payment center will remain at its present location.” Explain whether Big Sandy plans
on retiring the existing warehouse and associated land once the new operations center is
constructed.

Existing warehouse will be retired. The land will remain on the books.

a. If the answer to item 1is yes:

1. Provide the amount that will be retired from Big Sandy’s books in A/C
390.10 — Structures & Improvements. The amount that will be retired
from account 390.10 ~Structures and Improvements, for the
warehouse is $244,417.44.

2. Provide the amount that will be retired from Big Sandy’s books in A/C
389.00 - Land & Land Rights. None

3. If the warehouse and land are to be soid, does Big Sandy anticipate any
Gain/Loss on Disposition of Property? Land and Warehouse will not be
sold.

4. Provide the square footage of the current warehouse and acreage of
the associated land. Big Sandy’s current facilities are located on
approximately 2.3 acres of property. This property contains an
administration building, garage, and warehouse. The warehouse is
located on approximately 7/10 acre which has an elevation drop of 10-
14 feet. Due to the elevation, this portion of property is subject to
flooding and is often saturated. The warehouse is a two story building
with 2856 square feet on both levels. There is an adjoining tin covered
storage shed of 988 square feet.

b. Ifthe answer to item 1 is no, explain how Big Sandy will continue to use the present
warehouse in the future. Warehouse will be demolished, use of land has not been
determined at this time.

¢. State whether any remediation of the flooding probiem was evaluated and the
projected cost of such remediation. Big Sandy evaluated the possibility of filling
existing land at its main office, and to construct a new warehouse, however, part of
the flooding problem lies with the City of Paintsville and their drainage system
surrounding Big Sandy RECC's existing lot. Big Sandy RECC cannot fill the City’s land
or make improvements to the City’s drainage system. in March 2007, Big Sandy RECC
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EXHIBIT V

contracted SA Architecture, Inc., to study our existing facilities and help design a
solution to our warehouse problem and our need for additional office space and
material storage space. According to their findings and estimates, the cost associated
with site work to our existing land was $275,000, if the City of Paintsville would
approve the project. Costs associated with a new warehouse were estimated at
$1,020,000, with another 20% for contingencies and fees, which equaled $259,000.
Total costs for this project were $1,554,000, and this option still didn't address the
need for additional office space and acreage for material storage.

2. In the letter received by the Commission on March 22, 2011, it was stated that “Big Sandy has
acquired 2.3 acres of property located 1.9 miles south from our Main Office complex on
Kentucky Route 321.” In the application, three acres of property was purchased October 12,
2010 for the new operations center. The letter also states that “the cost of the praoperty and the
site preparation is estimated at $250,000.”

a. What is the assessed or appraised value of the 2.3 acres and the purchase amount?
Purchase price was 215,000, PVA assessed value is $153,500. No appraisal was
performed.

b. Provide the name of the seller of the property. State whether the seller of the
property has any affiliation with Big Sandy’s officers, employees or board members,
and the nature of the affiliation. James Matney, no affiliation.

¢. Describe, in general, the evaluation process of determining the location and size of the
property for the new operations center. Land was evaluated based on availability,
distance from main office, and sufficient space for new operations center.

3. Explain whether the $1.418 million cost of the new operations center includes needed office
furniture and equipment, stores equipment, garage equipment, or other types of equipment
and furnishings required in the day-{o-day operations. No, this is the estimated cost of
construction only.

a. Ifyes, provide a listing of included equipment including costs. N/A

b. if the answer to item 3 is no, provide a detailed listing of items and cost to properly
stock the operations center with needed furnishings and equipment, and how will this
cost be accounted for and financed. The following is a list of estimated furnishings and
equipment needed to properly stock the new operations center:

Office furniture — 6 offices $ 10,000
Warehouse shelving & storage $ 20,000
Garage lifts and equipment $ 10,000
Miscellaneous $ 20,000
Total $ 60,000

4. Explain the amount of the annual depreciation expense and how the annual amount of
depreciation expense was determined for the new operations center. These costs will be
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properly capitalized and financed through general funds based on the estimated cost of
$1,565,981 *.025 = $39,149.53 annually for 40 years.

Explain whether Big Sandy pays any property tax on in-service plant property and equipment
since none was shown in the Application, Exhibit 2, Page 3 of 3, the Income Statement (Period
from 10/2009 to 09/2010) in Tax Expense — Property & Gross Receipts. Big Sandy pays property
taxes each year in October. These amounts are accrued for during the year and are expensed
to accounts: 107.21, 163, 583, 586, 587 and 930.

a. |If property tax is paid, how much was paid during the period of October 2009 to
September 2010 for the existing warehouse and what account was charged? Taxes
paid on the warehouse:

o City of Paintsville - $69.60
e johnson County - $725.21

b. Explain what the annual estimated property taxes will be on the new operations
center. See Exhibit W.

c. if no property taxes were paid by Big Sandy during this time period, explain why not.
N/A

The application states that 100 percent of the financing for this work will be with United States
Rural Utilities Services (“RUS”).

a. Explain whether financing has been sought and approved by RUS. if not, explain Big
Sandy’s time line for requesting and receiving approval of financing. Funds will be
financed by RUS with existing available “encumbered” loan funds.

b. What will the approximate rate of interest be on this debt? Current debt rates offered

through RUS:
e 1-Year 0.24%
e 5-Year 2.15%
e 10-Year 3.43%
o 20-Year 4.24%
o 30-Year 4.47%

Note> These rates change daily.

The projected cost of the operations center is $1.418 million and is to be financed with RUS.
Based on information presented in the Application, Exhibit 3, Page 2 of 3, Account 131.12 (Cash
General Citizens Gen Check) has a negative balance of $199,055.20 as of 09/30/2010. Also,
there are two accounts in Account 136 (Temporary investments) with a total balance of
5908363 as of 09/30/2010. The previous Balance Sheet provided in the application, exhibit 3,
which shows a negative cash balance, was produced in error. The revised Balance Sheet as of
9/30/2010 is shown as Exhibit X.

Confirm that the account balance in Account 231.00 — Notes Payable is a positive or debit
balance as of 09/30/2010. If the answer is yes and the account balance is positive or debit
balance, explain why a normally negative or credit balance account has a positive or debit
balance. Previous Balance Sheet produced in error, see Exhibit X for revised Balance Sheet.
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EXHIBIT V

9. Explain why the Long Term Debt amounts in the Application, Exhibit 1, Page 1 of 1, do not agree
with the Long Term Debt amounts on the Balance Sheet in Exhibit 3, Page 1 of 3. The Schedule
of Long-Term Debt provided in the application, exhibit 1, is incorrect. See exhibit Y for the
corrected schedule of Long-Term Debt, which will agree to the revised Balance Sheet shown as
Exhibit X.

10. Explain whether the construction of this proposed operations center will necessitate Big Sandy
filing a general rate case and, if so, how much sooner a general rate case may be filed to recover
the cost. None anticipated.

11. In the letter received by the Commission on March 22, 2011, a $75,000 ge'nerator is listed as
part of the proposed total cost of the new operations center.

a. Explain if this generator is for backup or emergency power. This generator will be used
as backup/emergency power.

b. What will the fuel source be for this generator? The fuel source for this generator will
be natural gas.

¢.  Who will the electric supplier be for the new operations center? Kentucky Electric
Power.

12. In the Application, the proposed cost for the new operations center is $1.0 million. Explain the
reasons for the increase in cost to $1.418 million in the letter received by the Commission on
March 22, 2011. More accurate cost estimates available. ~

a. Did Big Sandy send a Request for Proposal (“RFP”) to construct the proposed facilities?
RFP’s currently in process, Big Sandy will provide copies when completed by
architect.

13. On the map labeled Boundary Survey for Big Sandy filed March 22, 2011, two additional metal
buildings are identified just below and to the right of the proposed one-story metal building.

a. State whether these buildings currently exist on the property. Buildings have been
demolished.

b. [f existing, state the proposed use of these buildings or indicate if they will be remaoved.
N/A

¢. If not existing, state whether Big Sandy is proposing to build these metal buildings. If
yes, state the cost for each of these buildings and explain whether the cost is included
in the $1.418 construction estimate. N/A

14. Provide Big Sandy’'s most recently available financial statements. See exhibit Z.
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BIG SANDY RECC

NEW OPERATIONS CENTER

ESTIMATED ANNUAL PROPERTY TAXES

EXHIBIT W

NAME OF DISTRICT ASSESSED

COUNTY/SCHOOLS/SPECIALS {PER $100 VALUE) VALUE TAX

COUNTY GENERAL REAL 0.08700 1,815,981.00 1,579.90

COUNTY GENERAL TANGIBLE 0.08700

COMMON SCHOOL REAL (.35700 1,815,981.00 6,483.05

COMMON SCHOOL TANGIBLE 0.35700

LIBRARY REAL 0.08500 1,815,981.00 1,543.58

LIBRARY TANGIBLE 0.14630

HEALTH REAL 0.04000 1,815,981.00 726.39

HEALTH TANGIBLE 0.04000

EXTENSION REAL 0.02500 1,815,981.00 454.00

EXTENSION TANGIBLE 0.02970

CONSERVATION DISTRICT REAL 0.00700 1,815,981.00 127.12
_10,914.05_

1ofl.
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Big Sandy Rural Electric Cooperative

Exhibit I - Revised
Case No.2010-00516
Schedule of Outstanding Long-Term Debt

EXHIBIT Y

lofl.

September 30, 2010
Type of Date of Date of Outstanding Interest
Debt Issued lssue Maturity Amount Rate
RUS Loans
18270 Jan-96 Jan-11 $ 304,680 3.375%
1B271 Jan-96 Jan-11 $ 149,279 3.875%
18272 Jan-96 Jan-11 $ 362,306 3.875%
18273 Jan-96 Jan-11 $ 175,874 3.750%
1B275 Jan-96 Jan-11 $ 370,339 2.750%
1B276 Jan-96 Jan-11 $ 643,476 4.250%
1B280 Nov-04 Oct-39 % 1,388,383 2.490%
1B281 Nov-04 Qct-39 % 1,888,569 4.630%
18282 Nov-04 Oct-39 % 1,427,632 4.930%
1B283 Nov-04 Oct-39 % 1,441,740 4.580%
1B284 Nov-04 Qct-39  $ 1,336,072 4.570%
$ 9,488,349
FFB Loans Jan-99 Dec-33 % 8,201,759 4,472%
CFC Loans
Q007 Apr-77 Mar-12 % 43,384.00 6.350%
9011 Jul-79 jun-14 % 109,568.00 6.300%
9014 Mar-82 Feb-17 $ 173,056.00 6.300%
9015 Sep-84 Aug-19  $  152,370.00 6.300%
2016 Sep-89 Aug-24  $  467,258.00 6.350%
9014 Mar-23 Feb-28 $ 598,134.00 6.350%
9018 Dec-95 Nov-30 $ 934,507.00 6.460%
2021008 Jun-03 May-11 $  344,755.00 4.850%
2021009 Jun-03 May-12  $ 344,755.00 5.100%
9021010 Jun-03 May-13  $ 344,755.00 5.300%
9021011 Jun-03 May-14  $  344,755.00 5.500%
9021012 Jun-03 May-15  $  344,755.00 5.550%
92021013 Jun-03 May-16  $ 344,755.00 5.650%
9021014 Jun-03 May-17  $  344,755.00 5.650%
9021015 Jun-03 May-18 $§  344,758.00 5.700%
$ 5,236,320
Total Long-Term Debt $ 22,926,428
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Big Sandy RECC
Statement of Operations
As of March 31, 2011

OPERATING REVENUE AND PATRONAGE CAPITAL
440.10 Residential Sales - Rural
442.10 Comm. & Indust. Sales - Small
442 20 Comm. & Indust. Sales - Large
450.00 Forfeited Discounts
451.00 Misc. Service Revenues
454.00 Rent From Electric Property
456.00 Other Electric Revenue

COST OF PURCHASED POWER
555.00 Purchased Power

DISTRIBUTION EXPENSE - OPERATION
580.00 Operations & Supervision Engr.
583.00 Overhead Line Expense
586.00 Meter Expense
586.10 Meter Expense TWACS
587.00 Consumer instaliation Expense
588.00 Mis. Distribution Expense
588.10 Mapping Expense/GPS System
589.00 Rents

DISTRIBUTION EXPENSE - MAINTENANCE
590.00 Maint. Supervision Engr.
5383.00 Maint. Overhead Lines
533.10 Maint. Overhead Lines R/IW
583.20 Qverhead L.ines R/W - Contractor
595.00 Maint. Line Transformers
597.00 Maint. Of Meters
588.00 Maint. Misc. Distribution Plant.

CONSUMER ACCOUNTS EXPENSE
902.00 Meter Reading Expense
903.00 Consumer Rec'd Collection Expense

803.10 Consumer Rec'd Collection Expense over/short

904.00 Uncollectible Accounts

CUSTOMER SERVICE & INFORMATIONAL EXPENSE
908.00 Customer Assistance Expense

SALES EXPENSE
913.00 Advertising Expense

ADMINISTRATIVE & GENERAL EXPENSE
920.00 Administrative Salaries
921.00 Office Supples & Expense
923.00 Qutside Service Employed
925.00 injuries & Damages
926.00 Employee Pension & Benefits
929.00 Dup. Charges Credit
930.10 General Advertising Expense
830.11 Directors Per Diem

D

of 4.

EXHIBIT Z

5,9562,491.73
441,601.59
1.1585,507.27
134,393.54
15,894.99
80,697.46
90.00

7,780,676.49

5,454,154 .00

10,758.74
28,971.55
120,169.96
23,348.01
5,831.73
4,269 39
63,453.10

34,780.90
76,062 .32
47,613.01
105,487.52
9,812.81
257.80
17,001.59

13,174.93
164,349.52
381.81
19,500.00

37,5612.19
3,107 .12

156,890.23
41,426.94
16,148.47
14,430.66

731.07

13,200.00



930.12 Directors Mileage
930.13 Directors Expenses
930.20 Misc. General Expense
931.00 Rents

935.00 Maint. General Plant

TOTAL OPERATIONS & MAINTENANCE EXPENSE

DEPRECIATION & MAORTIZATION EXPENSE
403 60 Depreciation Expense Distribution Plant
403.70 Depreciation Expense General Plant

TAX EXPENSE OTHER
408 70 Taxes Other Regulatory Commision

INTEREST ON LONG TERM DEBT
427.10 interest on RUS Construction Loan
427.20 Interest on Other Long Term Debt
427.30 interest on FFB Notes

INTEREST EXPENSE - OTHER
431.00 Other Interest Expense
431.10 Other interest Expense Short Term Loan
431.20 interest Expense Inez 69kv Line Project
431.30 Interest Expense Farm Credit Lease/Truck

OTHER DEDUCTIONS
426.10 Donations

TOTAL COST OF ELECTRIC SERVICE

PATRONAGE CAPITAL & OPERATING MARGINS

NON OPERATING MARGINS - INTEREST
419 00 Interest & Dividend Income

NON OPERATING MARGINS - OTHER
421.10 Gain on Disposition of Property

OTHER CAPITAL CREDITS & PATRONAGE DIVIDENDS

424.00 Other Capital Credits & Patronage Capital Allocation

4 of 4.

270.81
16,997 .59
50,622.87

1,165.00
9,184.71

6,661,167.45

EXHIBIT Z

463,728.04
12,647 11

6,125.01

96,414.29
82,318.40
74,327.34

10,097.19
1.895.28
10,531.74
1,156.42

1,018.20

7,321,426.47

489,075.96

7,780,676.49

7,780,676.49

(6,199 36)

(23,626.58)



